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Creating a Digital Environment
A paperless office is a more
efficient way to provide enhanced
client service.

they know. To move forward, however, they must
manage this fear, and the only way to manage fear is
through education. Learning new skills takes time,
patience, and an open mind. We should always be
trying to determine if there is a better way to do
ll CPA firms have one thing in com
business. Working in a digital environment is a better
mon. Outside of personnel, the firm’s
way to do business.
most important asset is its clients. How
There are also other reasons for CPA firms to
clients are served depends on how we
a digital environment. A firm may need
as professionals interact with them on a dailyimplement
basis.
to use these arguments to persuade its leadership
The quality of this interaction is further driven by
that implementing a digital environment is necessary
how information and data are obtained, manipu
in today’s market.
lated, accessed, shared, and stored. Data in digital
format is the safest, most efficient means of
Gaining competitive advantage
data handling.
One sure fire way to gain a competitive advantage is
Over the past few years, innovative firms of all
to promote technology change, process reengineer
sizes have proven that it is possible to implement a
ing, and education. The current trend in the market
completely digital (paperless) environment that can
is for more fixed fee engagements. Firms
exist and function effectively. The
By Dan Simms
that can operate more efficiently will see
goal for all CPA firms should be to
higher profits. Firms that have imple
manage data in a more efficient man
mented
digital
environments are seeing increased
ner within a digital environment. To develop such
profits and increased efficiency. In the second year
an environment, firms have different technology
of implementation, on average, engagement hours
issues they need to resolve.
should be reduced by about 25% for accounting
Technology is advancing at a rapid pace, and
engagements and 50% for tax engagements. These
CPA firms must stay current in order to remain com
reductions should be all the incentive necessary for a
petitive. The AICPA has determined staying current
firm to make the leap.
to be so important that it has developed the AICPA
Competency Model, which addresses the technology
Meeting Client Expectations
skills that will be expected of CPAs in the future.
CPAs are the most trusted advisor to their clients.
Most people, however, are comfortable doing
Clients expect them to keep up to date on the latest
what they know how to do, adhering to a philoso
technology trends and advancements. A CPA firm is
phy of “If it’s not broken, don’t fix it!” Although the
a business just like its clients. Improvements and
process and systems, may not be fundamentally
implementation of advanced technology within a
broken, by not reviewing them, a firm probably is
CPA firm can also help its clients.
not maximizing its profits. In general, people are
I hate to hear CPA firm partners say “I don’t
frightened by change and are afraid to lose what

A

need to improve the technology at my office because my
clients aren’t sophisticated enough.” Every client would
benefit from improvements to some aspect of its current
technology. Could it be that clients aren’t “sophisticated
enough” because their CPA has not encouraged them to
move forward techno
logically or is it the
fear of the organiza
This article is adapted from chapter 219 "Digital
tion to change? Has
Environments" of the Management of an
the CPA firm set a
Accounting Practice (MAP) Handbook (three vol
good example in its
ume loose-leaf, updated annually, product number
own business prac
090407) and e-MAP (the Web-based edition of the
tice?
Firms that stay
MAP Handbook, updated quarterly, product num
up
to
date will be
ber MAP-XX). In addition to the guidance offered
more
successful
than
here, the chapter provides guidance on hardware
those
that
don
’
t.
and software options for the paperless office, along

FYI

with strategies for implementing this environment.
To order, call 888-777-7077 or shop online at

www.cpa2biz.com

Gaining efficiencies

Efficiencies can be
gained by obtaining,
manipulating, accessing, sharing, and storing data in a
digital environment. The hardware and software avail
able today are so fast and accurate that certain manual
operations are obsolete. Efficiencies are realized not only
by using technology, but also in how we use it. A firm
needs to reengineer every process in its office to best uti
lize technology. Otherwise, it will not maximize its return
on its investment.
Consider, for example, the process of transferring and
manipulating data. The days of key punch are over! The
trial balance packages available now import client data
(trial balances and detailed general ledgers), automati
cally generate digital work papers, and then download
directly to tax packages without any manual key entry.
Processes that used to take hours with potential errors,
now take seconds with no potential for errors. With fixed
fee engagements becoming more prevalent in the
industry, time consuming processes such as data entry
can mean the difference in profit and loss on the engage
ment. Eliminating the manual-input process means that
professional staff can concentrate on performing
engagement procedures.
The IRS has already figured out that electronic filing is
a much more efficient way to transfer data. Yet, most
CPA firms still are not effectively filing returns electroni
cally. Within the next few years, electronic filing will be

mandated at both the federal and state levels. So make
the change now! Data in digital format is “smarter.”
Software packages available for the accounting
professional can perform in a fraction of a second
without mistakes.
Digital files have functionality that paper files do not.
Digital files allow multiple people, even in separate
offices, to access files simultaneously. In other words,
multiple people can be working in the same file at the
same time even from different locations. Wireless tech
nology allows an audit team working in the field to be
networked locally, which increases productivity.
Digital files are also changing the way we share data
with our clients. Instead of printing, copying, mailing and
faxing documents, we can use email, desktop faxing,
and even the Internet. Certain document management
systems now allow documents to be posted to secure
client portal sites.
Consider also, the efficiencies gained from storing
data digitally. How many times during a week are you
asked, “Has anyone seen the [client name] file?” Loss of
files and the time spent filing and searching for files is an
enormous problem for most firms regardless of size.
A recruiting aid
The battle for qualified professional and administrative
staff has put a strain on many CPA firms. A CPA firm that
stays current with the latest hardware and software is
much more appealing to prospective employees than
firms that are still using ledger pads and ten-key adding
machines. Colleges and universities have realized the
importance of adding technology courses to their
curriculum. Candidates know that in today’s environ
ment, proficiency in multiple software packages is
probably more important than their grade point average.

Protecting your business

Unfortunately, we live in an unstable world. Disasters
happen, and we have a responsibility to our employees,
our clients, and ourselves to protect our business. Paper
files can be lost and easily destroyed. Secure digital files
that have an effective backup plan in place can keep a
business running smoothly in the face of disaster. One
CPA firm’s offsite storage files were infested and eaten by
rats. The loss of data caused problems for this firm
for years.

The Practicing CPA (ISSN 0885-6931), March/April 2003, Volume 27, Number 3. Publication and editorial office: Harborside Financial
Center, 201 Plaza Three, Jersey City, NJ 07311-3881. Copyright 2003 AICPA Printing and mailing paid by PCPS/The AICPA Alliance for
CPA firms. Opinions of the authors are their own and do not necessarily reflect policies of the AICPA.

Editor: William Moran.
Editorial Advisors: William E. Balhoff, Baton Rouge, LA; Wayne Berson, Bethesda, MD; Richard J. Caturano, Boston, MA Brad Floyd,
Brentwood, TN; Neal Harte, Woburn, MA; Adele Brady Bolson, Bellevue, WA; Jeffrey K. Mock, Bellevue, WA;David K. Morgan, Brentwood,
TN; Norman L Myers, York, PA Ray Roberts, Carlsbad, NM; Gordon E. Scherer, Pittsburgh, PA Candace E. Wright, Baton Rouge, LA.

2

The Practicing CPAMarch/April 2003

As a managing partner, ask yourself, “If my office was
destroyed by fire, what effect would it have on my busi
ness?” What steps can your firm take now that would
prevent interruption of business should disaster strike?
Another key element in the protection of a practice is
the retention of the data files. Firms that have allowed
themselves to become a warehouse facility for all of their
clients’ files have subjected themselves and their clients
to unnecessary exposure to litigation.
Digital environments make implementing a document
retention/destruction policy effective and cost efficient.
Better use of office space
At the average CPA firm, about 20% of office space is
taken up in storage. This doesn’t include offsite storage.
At the current price of office space and offsite storage,
these are hard dollars. This doesn’t include the cost of
time looking for files and costs incurred for file loss.
Digital files eliminate the need to use office space for
storage and provide a method of backup
to eliminate lost files.
Most firms have also realized the
importance of implementing strict reten
tion policies. Some firms are better than
others at enforcing their retention policies.
The task of destroying documents based
on the firm’s policy can be easily per
formed by using document management
software that catalogues the retention
period with the digital documents.

without technology backgrounds find it daunting to
keep up. Not only do we fear our own lack of knowl
edge about the latest technology, we sometimes don’t
trust the people we put in charge to make the strategic
decisions. Technology circles are one way firms navigate
the maze without getting too far off course. Technology
circles are groups of firms from around the country that
share problems, solutions, and best practices relating to
technology issues. CPAs can learn what worked
and didn’t work in other offices and can share their
experiences with others.
Medium to large size firms usually have information
technology personnel on staff. However, we need to
make sure that these individuals are keeping up with
changing technology.
Small firms that cannot staff internal IT personnel
have an even more difficult time with changing
technology. Outsourcing technology professionals is the
usual way to go. Small firms have to be careful that any
technology professional they
hire understands issues that
CPAs deal with. For instance, are
these professionals aware of
issues regarding tax software
and electronic filing?

Cost
Cost is the biggest issue firms face
in implementing technology.
Accordingly, implementing a
digital environment can be
expensive. If a firm has not been
Roadblocks
updating its technology for the
Implementing technology advancements is
last several years, the initial costs
not easy. Firms wanting to implement a
can be significant. On the other
paperless office will face several road
Reducing file storage to a small area, such
blocks. The technical competency of staff as that shown above, reduces costs not hand, for firms that have main
may be one roadblock. Any CPA who only by freeing up useable floor space, but tained their systems, the invest
also by eliminating the in-office manual fil ment can be minimal. However, if
graduated from college more than ten
ing system and offsite storage.
those same firms have not trained
years ago probably has had very little
employees and reengineered their processes they have
technical training. Even recent accounting graduates may
not gotten the full advantage of their systems.
not have the expertise to run programs used by the
Upper management of most CPA firms has
more advanced firms. Nationwide, accounting firms have
always
considered technology an overhead expense.
been very remiss in providing technology training for
Management needs to change its view to consider tech
employees.
nology a strategic asset. Firms at the top of the technology
Many partners have convinced themselves that their
curve spend between 6% and 7% of their annual gross
employees know how to use basic word processing and
revenue on technology and fund technology right after
spreadsheet packages. However, most accounting and
personnel expenses. However, costs tend to be cyclical.
administrative staff of CPA firms know less than 5% of
If a firm goes through an extensive update in one year, it
the functions of these packages. Most firms install soft
will not need to spend as much for two to three years.
ware packages without providing any training.
Firms that have increased efficiency in their practices
with the use of technology may experience decreased
Keeping up with changing technology
revenue. Firms billing at standard hourly rates and
Technology changes at a rapid pace. Those of us
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What is "Paperless"?
Many businesses claim to be "paperless." However,

the definition of paperless seems to vary. Keeping

final copies of audits and tax returns in electronic

format does not constitute a paperless office. In a
truly digital environment, every process in the office

is paperless, not just the audits and tax returns.
Paper in the office should only be in the form of

temporary files: paper to be scanned, paper to be
returned to clients, and paper to be shredded.
Firms that have implemented truly paperless

offices have:

•

Converted all audits, reviews, and compila
tions to digital format.

•

Converted all tax returns and tax return back
up to digital format.

•

Replaced their libraries with online research.

•

Used intranet sites for interoffice communication.

•

Replaced fax machines with desktop faxing.

•

Created client extranet sites for external com

•

Implemented a full document management

munication.

Resistance is often due to bad past experience with
implementing new technology. New hardware and
software was purchased and installed, but no training
was conducted. If staff are inadequately trained on new
software, they are going to be uncomfortable using the
applications.
Staff must also realize that training is an important
part of their job. This means attending class, turning off
cell phones, and not leaving the class because of “client
emergencies.” If upper management doesn’t take
training seriously, staff won’t either.
Some firms have implemented annual competency
testing for all employees including partners. Competency
testing includes testing on firm policies and procedures
and usage of applications and hardware. The results of
these tests are tied to compensation and advancement
within the organization. This is an excellent way to
stress to members the importance of technology in the
organization and in the industry.
Dan Simms is Executive Partner at Habif, Arogeti &
Wynne, LLP, Atlanta. He can be reached at 404-8988214 or dan.simms@hawcpa.com.

system.
•

Back scanned all prior year documents and
eliminated file storage.

performing the engagements in 30% to 60% less time are
decreasing revenue significantly. The practice must
evaluate how much was spent on technology to create
those efficiencies. To cover the costs, some firms have
increased their billing rates or implemented an hourly
technology charge.

Caving in to the Luddites:
a case in point
A few years ago, a 50-person firm was having
problems

converting

from

DOS

software

to

Windows-based software because some adminis
trative staff refused to convert Whenever the IT

people tried to update the software and computers,

Leadership needed
Strong leadership is needed to implement any change
in an organization. Management cannot allow resistant
partners or employees to sabotage its technology plan.
If staff gets the impression they can override technology
policies set by upper management, then they will. (See
“Caving in to Luddites: a case in point.”) It is very
important in implementing any technology plan that no
one be allowed to override the policies and procedures.
This includes upper management themselves.

4

The Practicing CPA

March/April 2003

the staff would complain to the managing partner,
who would cave in to their demands. Most DOS

products are not supported anymore and certainly
will not work with many new products on the market

today. Eventually, the IT staff quit out of frustration,

and most of the professional staff left for other firms.
This firm had good intentions starting out, spent

the money, but didn’t follow through by enforcing
the change.

Spring 2003
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PRIVACY AND ELECTRONIC COMMUNICATIONS
CPAs have long recognized a responsibility
not to disclose confidential information
received during a professional service
engagement without a client’s specific con
sent. This responsibility is embodied in the
AICPA’s Code of Professional Conduct.
State accountancy laws and rules (includ
ing the Uniform Accountancy Act), federal
and state tax laws, and other regulatory
guidelines also impose confidentiality
requirements. More recently, at the federal
level, the Gramm-Leach-Bliley Act and
amendments to the Health Insurance
Portability and Accountability Act have
addressed the issue of privacy and have
imposed, directly or indirectly, additional
requirements on the practicing CPA.
Spurred on by a growing e-commerce
market place, the use of cyberspace as a
medium for the transmission and storage of
personal and business information, and acts
of identity and credit theft, privacy con
cerns and privacy initiatives continue to be
“hot” topics.
The AICPA has responded to e-com
merce businesses seeking to provide assur
ance to their customers about online prac
tices and controls with the development
and introduction of WebTrust services.
More recently, the AICPA has formed an
Enterprise-Wide Privacy Task Force to
develop comprehensive privacy best prac
tices to help CPAs advise clients on privacy
issues, risks and risk management prac
tices. CPAs should follow the deliberations
of the Privacy Task Force and watch for its
conclusions and recommendations.

CPA Firm Strategies
But what should CPAs be doing in their
own firms to protect the privacy of client
and firm information? For starters, con
sider the following:
•
Review relevant laws, regulations and
professional standards concerning
privacy. As referenced above, new laws
are being drafted and implemented in
many jurisdictions that impose specific
responsibilities on businesses to protect
the privacy of confidential client infor
mation. In some cases professionals
may be required to initiate or refrain
from a specific action to comply with
the law. This must be carefully consid
ered prior to deciding how to proceed
in protecting client privacy.
* Develop and implement a written pri
vacy policy for the firm. The policy
should define the types of information
the firm collects and the security mea
sures it employs to ensure the informa
tion is used and retained only as intend
ed by the client, employee, etc. In addi
tion, the policy should specifically
describe the firm’s policies and prac
tices relating to the use of electronic
devices (laptop computers, wireless
devices, faxes, e-mail, etc.) for commu
nicating with clients and others and
relating to electronic data storage along
with the applicable security measures
employed. Firms that have networked
computer systems or allow employees

•

•

*

to use their own computers to render
services should also consider consult
ing with an information technology
security specialist in developing the
policy.
Inform employees about the contents
of the privacy policy and conduct
training to help employees meet their
specific responsibilities in carrying
out the policy.
Inform clients about the type of data
you will retain relating to them and
the services you provide to them.
Obtain their written consent regarding
your use of electronic devices (wireless
devices, faxes, e-mail, etc.) for
communicating with them.
After implementing a privacy policy
and privacy procedures, periodically
monitor that the established proce
dures are being followed and operat
ing as intended.

Keeping Clients Informed
E-mail and facsimile transmissions are
common methods for communicating in
today’s business environment. Despite their
widespread use and efforts by many to
improve Internet and electronic security,
using these technologies for normal com
munications continues to present the risk
that information may be intercepted and
used by unauthorized persons. Once infor
mation is transmitted (as with e-mail), the
firm generally has no control over its possi
ble interception and unauthorized use.
continued on page rmr 2
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Before using e-mail and other electronic
communication tools, firms should inform
clients about the intended use of these tools
and, whenever possible, obtain clients’
written consent to their use. Consent can
be included as part of an engagement letter.
The following is an example of wording
that could be included:
“In the interest of facilitating our services
to your company, we may communicate by
facsimile transmission or send electronic
mail over the Internet. Such communica
tions may include information that is
confidential to your company. Our firm
employs measures in the use of facsimile
machines and computer technology
designed to maintain data security. While
we will use our best efforts to keep such
communications secure in accordance with
our obligations under applicable laws and
professional standards, you recognize and
accept that we have no control over the
unauthorized interception of these commu
nications once they have been sent and
consent to our use of these electronic
devices during this engagement.”
Firms may also communicate with
non-clients using electronic mail. In such
instances the firm has no intention of mak
ing any communications the equivalent of
a professional engagement. In these situa
tions, the firm may want to include a dis
claimer of such as part of the transmission.
An example of disclaimer wording that
may be used follows:
“The content of this transmission does
not constitute a professional service.
Always consult with a competent profes
sional service provider for advice on tax,
accounting, and other financial matters

specific to your situation. If you wish to
engage our firm for this purpose, please
contact our office.”

Anticipating Errors
E-mails should include a statement
directed to those who may receive a
message in error. This statement is intended
to protect the sender and minimize the risk
that confidential information will be used
inappropriately. Such a statement could
read as follows:
“This message contains information that
may be confidential and privileged. Unless
you are the addressee (or authorized to
receive for the addressee), you may not
use, copy, print or disclose to anyone the
message or any information contained in
the message. If you have received this
e-mail in error, please advise the sender by
reply and delete the message. Thank you.”
Firms interested in including any of the
above examples in their communications
should tailor the language to their specific
situation. Consult with an attorney regard
ing appropriate wording for disclosures
and disclaimers before using them.

E-mail Security
Whether messages are sent over the
Internet or merely over a firm’s internal
network, e-mail is a particularly sensitive
tool when it comes to privacy concerns.
E-mails are easy to send to both single and
multiple recipients and, once sent, the
author loses control over further potential
distribution by the original recipient.
Further, the seeming indestructibility of
e-mails poses the added risk of potential
unintended use and discovery of the
contents. Merely hitting the “delete” key on

a computer does not irretrievably destroy
an e-mail message.
Whether a firm has a single computer or
a large network, information technology
specialists should be consulted on e-mail
security issues including, for example:
• System safeguards such as system
design, backup measures, firewalls,
virus protection and message encryp
tion.
•
Controls over both in-office and out-ofoffice use of e-mail systems.
•
Protection of firm and employee-owned
computers used for business from
unauthorized access and installation of
unauthorized software.
•
Password protection and other security
devices.
Maintaining the security of confidential
information is an important professional
and legal responsibility. Protect your
clients and your firm by establishing and
following a written privacy policy. Once
in place, monitor compliance as a routine
element of your firm’s quality control.
By John McFadden, CPA, CFE, Risk Management
Consultant, CNA, Accountants Professional Liability,
CNA Plaza, Chicago, Illinois 60685

For Additional Information See
• AICPA Privacy Initiative at ww.aicpa.org
/innovation/baas/ewp/2002_aug_enews
• Federal Trade Commission at www.
ftc.gov/privacy/index
• Online Privacy Alliance at www.privacyal
liance.org
•
WebTrust at www.webtrust.org
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party, including CNA or any of its subsidiary or affiliated companies
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MANAGING LIABILITY RISK IN A SLOW ECONOMY
Historically, accounting malpractice claims
activity increases when U.S. economic
indicators are declining. An increasing rate
of business bankruptcies, falling stock
prices, and falling real estate values often
precede a corresponding increase in claims
activity. Given current economic condi
tions, what can CPA firms do to manage
liability risk while operating their prac
tices? The following are measures that CPA
firms can take to manage their risk:
•

•

Changes in Professional Standards,
Regulations and Laws: With respect to
both CPA firms and their clients, profes
sional standards, regulations, and laws
are constantly changing. While it is
important for employees performing
affected services to maintain current
training on these matters, senior manage
ment of CPA firms should also review
these materials promptly when they are
issued and evaluate how compliance
with new standards, regulations, and
laws may affect their business. For
example, the issuance of revised auditor
independence requirements under
Government
Auditing
Standards
(“Yellow Book”) has caused many CPA
firms to reconsider the types of services
they render for not-for-profit clients.
Firms that fail to do so risk violating
these rules. Additionally, malpractice
claims can arise when clients face the
loss of bonding, financing, or govern
ment funding when there is a delay in the
issuance of an audit report because the
existing auditor must resign due to inde
pendence impairments.
Level of Service: Some services present
elevated liability risk simply because
there is an increased level of reliance on
the CPA’s work product, or the service is
being requested in connection with a
planned or proposed client transaction.
Examples include audits and reviews,
projections and forecasts (whether
examined or not), business valuations,
tax opinions (whether written or not),

and disclosure of a client’s financial
information to a prospective purchaser of
a client's business (even if the client has
requested this disclosure and provided
written consent). Oftentimes what was
once a low-risk, long-term client rela
tionship can become a high-risk situation
simply as a result of a change in the ser
vices provided. When an existing client
asks for new services, a CPA needs to
consider whether rendering the service
could result in a loss of independence or
be perceived by others as presenting a
conflict of interest. The CPA must also
determine why the request is being
made, who the intended users of the
work product are, the firm’s qualifica
tions to perform the work, and the addi
tional potential financial exposure. For
example, if an audit is being requested in
order to secure a line of credit, the CPA
should ask how large a line of credit is
being sought, are the loan covenants
onerous and particularly restrictive, and,
realistically, will it be a “stretch” for the
client to comply with these terms?

conditions affecting these businesses.
However, CPA firms increasingly pro
vide service to clients located in other
parts of the country, and much or perhaps
all of the work may be performed
remotely by transmitting data electroni
cally. Consequently, the CPA may have
little knowledge of the economic condi
tions the client’s business is facing,
beyond what is learned from servicing
that single client. This can be rectified by
keeping current on business activity and
news in the client’s city, and reading
trade publications for the client’s indus
try. Why is this important? An example
is the sudden and local decline in real
estate values that occurred in Boston in
the early 1990s. Many businesses that
were highly leveraged using real estate
as collateral on their business loans faced
foreclosure. This resulted in accounting
malpractice claims alleging improper
business advice, and in some audit
claims, allegations of failure to
detect material errors in the financial
statements.

Industry Specialization: Firms that
have developed expertise in serving a
specific industry are in a better position
to gauge not only the financial viability
of a prospective client in that industry,
but also the client’s management skills
and the reasonableness of their business
plan and representations. Conversely,
firms that have little or no prior experi
ence rendering services in the industry of
a prospective client face elevated risk in
client screening. Providing attest level
services, accounting or consulting ser
vices in connection with a prospective
business sale, purchase, or merger pre
sents high risk to CPA firms that lack
experience in the client’s industry.

Know When to Let Go: It’s difficult for
many CPAs to be objective in evaluating
the risks of continuing to render services
for a long-term client experiencing a fis
cal crisis. However, this evaluation is an
essential method of managing liability
risk in a weak economy. In small
businesses that are controlled and
principally owned by the company
CEO, the motivation to commit fraud
increases when the prospect of bankrupt
cy or foreclosure seems imminent.
Additionally, the client may be unrealis
tic about the future prospects of the busi
ness, or unwilling to take the actions
needed to save it, such as reducing
expenses, closing down unprofitable
operations, or curtailing expansion plans.
Clients experiencing financial problems
who ignore advice from their CPA or
fail to follow through with actions to fix
the problems are high-risk clients.

Know the Territory: Most CPA firms
primarily serve clients in their own com
munities. As a result, the CPA generally
is knowledgeable about the economic

continued on page rmr 4
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Failing to terminate such client relation
ships in a timely way can result in not
only uncollectible fees but also mal
practice claims.

•

Documentation: It’s been proven again
and again in accounting malpractice lit
igation that timely, contemporaneous
and appropriately prepared documenta
tion of client communications is critical
in defending CPA firms against claims.
Documentation is even more important
when a client’s business faces a finan
cial crisis. When businesses fail, it is
common for the client, the lenders, or
its shareholders to look for someone to
blame, and the company’s CPA firm is a
convenient target. Although it is impor
tant to obtain annual signed engage
ment letters that clearly describe
engagement scope, limitations and
responsibilities, it is equally important
to document all discussions with
clients. Discussions that pertain to tax
planning, tax and accounting treat

ments, financing, internal controls,
potential fraud risks, and strategic plan
ning should be documented in follow
up letters to clients in addition to mak
ing notes in the working paper file.
When using e-mail, the content of these
communications should be reviewed and
approved by firm management prior to
transmission. For audit engagements,
management letters should be used con
sistently to communicate all auditor
observations and recommendations.
Additionally, audit planning documents
should contain evidence that risk factors
raised in prior audit management letters
have been considered in planning subse
quent audits.
The practice of public accountancy
includes providing many complex services.
However, CPAs are uniquely qualified to
identify and evaluate the risks of perform
ing services for clients operating in a diffi
cult economic environment. Firms that con
sider these issues and risks in their training
and quality control procedures and that fos

ter a firm culture of encouraging all
employees to identify liability risk factors
and bring them to the attention of firm man
agement reduce the likelihood of experienc
ing claims in a slow economy when busi
ness failures increase.

By Joseph Wolfe, Director of Risk Mana
gement, CNA, Accountants Professional
Liability, CNA Plaza, Chicago, IL 60685

For Additional
Information See
AICPA/CICA Risk Advisory Services
White Paper, “Managing Risk in the
New Economy”, at http://ftp.aicpa.org
/public/dowload/Managing Risk.pdf

Journal ofAccountancy, November
2000, “The Downside of Good
Times” by Anita Dennis at http://
www.aicpa.org/pubs/jofa/nov2000/den
nis.htm
U.S. Department of Commerce
Bureau of Economic Analysis, at
http://www.bea.doc.gov/

AICPA PROFESSIONAL LIABILITY INSURANCE PROGRAM
The AICPA Insurance Programs offer members quality insurance coverage provided by some of the leading insurance companies in the coun
try. Aon Insurance Services is the exclusive broker and administrator of the AICPA Endorsed Insurance Programs, offering service that is per
sonal, responsive, and dedicated to meeting member needs. Thanks to group purchasing power, each program offers value and affordability.

Firm Coverages

Personal Coverages

Professional Liability.............................. 1-800-221-3023
Employment Practices Liability.......... 1-800-221-3023
Commercial Property & Liability . . .1-866-283-7127
Group Life for Firms............................ 1-800-223-7473
Visit www.cpai.com
for more information on all of the products and
Risk Management Resources!

CPA Life/Spouse Life.................... 1-800-223-7473
Group Variable Universal Life . .1-800-223-7473
Long Term Care............................ 1-800-223-7473
Long Term Disability................... 1-800-223-7473
Medicare Supplement................... 1-800-957-3195
Catastrophe Major Medical . . . .1-888-294-0028
Auto Insurance...............................1-877-999-3626
Home Insurance............................ 1-866-366-4607
Personal Liability Umbrella .. . .1-800-223-7473

The Professional and Personal Liability Insurance Programs Committee objective is to assure the availability of liability insurance at reasonable
rates for local firms and to assist them in controlling risk through education. For information about the AICPA Program, call the national admin
istrator, Aon Insurance Services, at (800) 221-3023, write Aon at Aon Insurance Services, 159 East County Line Road, Hatboro, PA 19040-1218,
or visit the AICPA Insurance Programs Web site at www.cpai.com.
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Town Hall Q&A
At the AICPA Forum on “The Future
of the Accounting Profession” in
November 2002, one session was a
“Town Hall” at which those attending
had an opportunity to ask questions of
a panel that included, among others,
James Castellano, Immediate Past
AICPA Board Chair, and managing
partner ofRubin, Brown, Gornstein, &
Co., LLP, St. Louis, and Leslie Murphy,
managing partner—client services,
Plante & Moran, LLP, Southfield,
Michigan. The Practicing CPA asked
them to address some of the questions
asked at the forum. Here are their
responses.
Responses from Leslie Murphy
Should we split up our firm into separate entities—
one firm forA&A and one firm for consulting? If we
decide to split the firm, how should the ownership
be structured?
In the current environment, the concept of separating
firms is a greatly debated issue. First, the SEC released
the final rules on independence for public company
audits in late January, 2003, and until those rules and
related releases from the SEC are interpreted, breaking
into separate entities may be premature.
In order to decide whether two firms make sense,
firms need to define carefully what they mean by “con
sulting” and to review whether their “consulting” work is
done for publicly traded audit clients. Now that the
detailed SEC rules governing auditors of publicly traded
clients have been issued, we have more clarity around
which services are prohibited consulting services and
which require prior approval from the audit committees.
Unless the majority of the firm’s consulting work falls
into the “prohibited services” category and is done for
publicly traded audit clients, there is no real necessity to
split the firm.
Most recently, the largest CPA firms have spun off or
sold their large system implementation practices, but
most have retained at least some of their consulting
capability. Since these rules do not address firms that
work with privately owned clients, the ownership of
most of the firms in the country will not likely change as
a result of the Sarbanes Oxley legislation. Further, it is
now clear that informal business advisory services,” such
as working with a client on bank loan terms or advising

on family succession planning, are not considered
“prohibited” services. Splitting those functions and roles
would be extremely difficult, especially for firms that also
service small to mid-sized clients.
Separating auditing and consulting services into differ
ent firms also has long-term implications for recruiting. If
we evolve to “audit only” firms, we have concerns that the
best and brightest students would not be attracted to our
profession. In addition, with the increasing complexity of
our clients, auditors often consult with a multitude of
experts during the audit process, including industry
specialists, international experts, those familiar with
monetary instruments and foreign exchange, valuation
experts, and certainly with tax experts. Splitting the firms
may reduce audit quality because these resources would
not be readily available.
Numerous questions also remain unresolved at this
time, including whether public company auditing firms
would be considered to be independent if they retain any
common ownership of related consulting firms, whether
referral fees could be paid, and whether common admin
istration could be retained for both firms. Even once
these issues are resolved, it remains an open question
whether audit committees will resist hiring firms that are
related to their audit firms in any way. State regulatory
changes could also impact structure in the profession over
the long term. It is likely to be a long time before these
questions can be resolved with certainty.

What will the impact of Sarbanes-Oxley be on the struc
ture of consolidators and their practices?
Because consolidators are building multidisciplinary
practices, many of the issues discussed in response to the
previous question will apply. Until the SEC rules are
interpreted, we are not certain if the structure most have
adopted (performing attest work in a separate entity that
leases employees from the consolidated entity) will
be acceptable.
Many “Big Four”partners believe rightly or wrongly that
they will be punished, even "fired"for losing an important
client. This is probably true in smallerfirms as well. How
should we treat partners who lose a client because they
say “no?”How do we change the culture that results in
such fear?
I believe the best way to influence this issue is to set the
appropriate tone at the top of the organization. We must
send a message that “doing the right things for the right
reasons” will be rewarded and that may mean resigning
from a client. All the notable business failures and the
unraveling of Andersen in 2002 should be an important
lesson for all of us that we need to support partners who
find it necessary to take an assertive position with clients.
It is essential for their long term viability, as well as the
success of our CPA firms.
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Discuss where the 35-year olds (male/female; full
that we have now to principles-based accounting
time/part time) are in small/middle market firms
standards. I do think that it’s the right thing to move
today and who will be there in 10-15 years in light of
toward more principles-based standards. The problem
current events?
really is, in a rules-based system, clever CFOs and invest
Current demographics on college campuses indicate that
ment bankers are continuously designing transactions
slightly more women than men currently major in
that meet the rules but may not actually present fairly.
accounting and this trend is likely to continue. Further,
For example, under the rules that existed a year ago for
staff in CPA firms today are generally more interested in
special purpose entities, if you had 3% outside equity in
balance of life issues and intangibles associated with the
a special purpose entity (SPE), it didn’t have to be
workplace. This will require flexibility and innovation to
consolidated. If you had 2.9%, however, it did have to be
retain the best and brightest in
consolidated. Now, what’s the logic
of that—that .1% difference in
the profession and for firms to
Letters to the Editor
be most successful.
ownership could create a totally
Despite these trends toward
different accounting treatment? That’s
The Practicing CPA encourages its readers
the desirability of more flexible
a specific example of the absurdity
to write letters on practice management
work arrangements, recent
we get when we have a very
issues and on published articles. Please
research indicates that there has
detailed rules oriented system.
remember to include your name and tele
been little change in the critical
To move from that kind of sys
phone and fax numbers. Send your letters
motivators for staff: long-term
tem, however, to one that is based
by e-mail to pcpa@aicpa.org.
opportunity, challenge, growth
on broader principles is going to
and development opportunities,
take a lot of thought and effort. The
and access to decision makers and leaders. Our profes
FASB is working on that. They have an invitation out,
sion has a great opportunity to continue to be responsive
seeking comment from interested parties on just this sub
to these preferences and needs. Further, the highly publi
ject. I think we will find that principles-based standards
cized business failures of 2002 have demonstrated the
means different things to different people. It’s an evolu
critical role CPAs play in our capital market system
tionary process, but I think it’s a very healthy debate and
and the opportunity that a career in public accounting
one that I’m optimistic that will lead to better accounting
affords.
standards in the future.
I think a principles-based system gets us to a better
solution, accepting there are those who are going to
Responses from James Castellano
push the standards, preparers who say, “Show me where
Audits are going to cost more, so how do we convince a
it says that I can’t account for it this way.” That’s what
client to accept that?
you’ll hear under a principles-based system and that’s
I think it gets down to focusing on value. I think if firms
what’s led to a rules-based system. Then auditors are
take the approach of telling clients that since the firm has
faced with either having to support their position with
to do more work, it’s going to cost more, they should
the standards or saying, “Well, you know it’s just our
expect resistance from the client. A better approach
opinion that this is the best way to do it, and we’re not
would be to focus on explaining to clients that, when a
going to sign off on it.”
firm does an audit, the company can expect to receive
Under the structure that’s evolving, at least in a public
more than simply an audit report and a management let
company environment, auditors have a far better shot by
ter that points out internal control weaknesses. CPA firms
going to the audit committee and saying, “We don’t
need to focus on what beyond that they can offer as a
agree with management’s position on this. Even though
byproduct of the audit to differentiate themselves. If firms
we can’t point to a specific rule, we think the principles
offer only an internal control management letter, I think
underlying this concept would lead to a different conclu
they should rightly expect clients to resist. We need to
sion than management’s coming up with in trying to
focus on value and increasing the value of the audit to all
account for this. We’re not going to sign off on this.”
stakeholders including management who is paying for it.
Now the audit committee’s in a spot where they have to
dig in and understand the issue. Either they’re going to
What are the mechanics of movingfrom rules-based to
support the auditor or they’re going to support manage
principle-based accounting standards,?
ment, and the auditor may have to resign. But I think the
Let’s not be naive about this. It’s going to be a long
process now allows for that kind of a debate to go on far
evolutionary process for us to go from the detailed rules
greater than it used to be.
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PCPS

THE AICPA ALLIANCE FOR CPA FIRMS

Update

National MAP
Survey Shows
Stability Among
Local and Regional
Firms

and would like to hear from you.
Please e-mail pcps@pcps.org if you
have comments or suggestions for
ways to improve the survey.

Save the Date

Spring will be here before you
he official findings of
know it, so mark your calendars
the National MAP
now! The Practitioners’ Symposium
Survey were released
will be held in 2003 from June 8on December 17 and
11 at the Point South Mountain in
revealed that, despite thePhoenix,
large
Arizona. Last year’s
impact corporate scandals have
Practitioners’ was a huge success
had on the economy and the
with CPAs from all over the coun
accounting profession, 98% of the
try coming to receive valuable CPE
Smaller Firms
respondent firms had either
geared toward local and regional
grown
or
remained
the
same
size
firm practitioners and to help PCPS
Exempted From
in the past year. More than 2,500
celebrate its 25th Anniversary. This
Audit Partner
firms in 38 states participated.
year, the Symposium is going
Did you know that:
Rotation
“Back to Basics” and focusing on
• The average owner charges for
the fundamentals of being a suc
1,273 hours per year?
cessful practitioner. The emphasis
n January 22nd, the
• A CPA with four to five years
will be on hard-hitting practical
SEC approved its
of experience bills for 1,513
concepts that can be quickly
final rules to imple
hours on average?
implemented back at the office to
ment the auditor
• The
average salary for an entry
help you build and improve your
independence provisions
of the
level CPA is $31,031?
practice. Conference highlights
Sarbanes-Oxley Act. In a move
•
60%
of firms have a Web site?
include:
that clearly acknowledged the
• Expanded A&A and tax tracks
unique concerns of small firms,
This year marked the first time
• Critical updates on FASB,
the SEC issued final rules which
that PCPS has partnered with the
SSARS, Choice of Entity and
provide that firms with fewer
Texas Society of CPAs to offer the
Estate
Planning
than five audit clients and ten
survey. Participating firms received
• Practical technical and manage
partners may be exempt from the
a detailed customized report that
rial strategies
partner rotation provision, pro
ranked their firm based on location,
• Marketing and leadership ses
vided each of these engagements
size of firm, compensation, and
is subject to a special review by
sions
level of profitability in addition to
• Strategies for success in local
the Public Company Accounting
other factors. The national report is
Oversight Board at least every
and regional firms
free to all PCPS-member firms and
As always, Practitioners’ is a
three years. PCPS was particularly
can be obtained by logging in at
encouraged that the SEC recog
great opportunity to network with
www.pcps.org and clicking on
nized the special needs of small
your peers and to share and learn
“National MAP Survey Results.”
firms, an issue the Institute,
best practice tips. In addition,
Non-member firms interested in
PCPS and others raised in their
attending Practitioners’ fulfills all of
obtaining access to national results
comment letters. For more
your training needs and 25 CPE
should visit http://map.pcps.org to
information on this and other
credits at a reasonable cost per
purchase a report or to join PCPS
Sarbanes-Orley legislation deve
hour! Please check back in at
and be able to access results at no
lopments, visit the AICPA web
www.pcps.org for updates on
additional charge. PCPS is begin
how to register.
site, www.aicpa.org.
ning planning for the 2003 survey
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Frequency of The
CPA Letter to
Increase

also includes these necessary links. All 12 issues per year
will be housed on www.aicpa.org.
These improve
ments will enable
members to obtain
PCPS, an alliance of the AICPA, rep
the newsletter as
resents more than 6,000 local and
much
as
two
regional CPA firms. The goal of
weeks earlier than
Full edition to be available online
PCPS is to provide member firms
their print copies
with up-to-date information, advoca
s part of its efforts to continually improve
— making the
cy, and solutions to challenges fac
communications with members, the AICPA
information more
ing their firms and the profession.
is increasing the frequency of The CPA Letter
timely. In addition,
Please call 1-800-CPA-FIRM for
and making the newsletter’s entire text
by increasing the
more information.
available online. After the planned Summer issue
that of publi
frequency
combines the months of July and August, the newslet
cation from 10
ter will be published each month of the year.
issues a year to 12, the AICPA will be providing impor
Since its inception many years ago, the online edition
tant information every month.
of The CPA Letter has been an abridged version of the
At the same time, the number of print issues each
printed newsletter (many articles were excluded to facili
year will be reduced from 10 to 6 to save considerable
tate reading), with links to the member-segment supple
costs related to printing and postage. The first electronicments and other Web sites. Recent advances in
only issue will be the May 2003 issue of the newsletter.
For more details on these improvements, see the April
technology mean The CPA Letter can now be posted in its
CPA Letter.
entirety in an easy-to-read, easy-to-print pdf format that
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